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Abstract 
We propose an interpretation of the currency crisis and the stability of the national currency, project the consequences of the 
currency crisis for the Russian economy, and define perspective directions of stabilizing the Russian rouble. Events in the Russian 
currency market are defined as a currency crisis based on the statistical data on the dynamics of the US dollar against the Russian 
rouble in 2014 and the first quarter of 2015. The author's vision of the current currency crisis in Russia was formulated.  The factors 
of internal and external instability of the Russian rouble were determined. Possible impacts of the current monetary crisis in Russia 
were evaluated in comparison with the consequences of the Russian rouble collapse and denomination in 1997-1998. The paper 
shows results of analyzing producers’ prices elasticity by the real effective exchange rate of the rouble. We propose measures 
aimed at the improvement of Russia's monetary policy to ensure the stability of the Russian currency. The presently observed rapid 
strengthening of the Russian rouble, which is similar in its speed to the previous devaluation, sets targets for the further research 
of the causes of the volatility amplification in the Russian currency market, as well as studying the consequences of sudden and 
multidirectional exchange rate fluctuations so that they can be minimized. 
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1. Interpretation of the currency crisis and the stability of the national currency 
Currency crisis - a situation in the foreign exchange market when a speculative attack on the exchange rate leads 
either to the devaluation (or sharp depreciation) of the currency or force monetary authorities to spend a significant 
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amount of international reserves or to a sharp raise of interest rates in order to protect the national currency. The so-
called concept of speculative pressure, created in 1970s, is used in the empirical studies. According to the concept, 
the currency crisis, as well as the speculative attack, is defined as the period when the speculative pressure on the 
foreign exchange market reaches a critical value. The speculative attack connected with the currency crisis may result 
in success or failure. In the case of speculators’ success, the situation is already called currency crash, i.e. there is a 
significant nominal depreciation or devaluation of the domestic currency. J.Frankel and E. Rose proposed to use 25% 
deprecation threshold for the currency collapse. (S.R. Moiseyev, 2006).  
Referring to the dynamics of the official exchange rate of the US dollar against the Russian rouble set by the Central 
Bank of Russia in 2014 (Fig.1) and in the first quarter of 2015. (Fig.2), the following picture can be observed (Database 
of the Central Bank of Russia, 2015). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Fig.1  Dynamics of the official USD/RUB exchange rate in 2014. 
 
 
Fig. 2 Dynamics of the official USD/RUB exchange rate in the first quarter of 2015. 
As of 01.01.2014, the official exchange rate of the USD against the RUB was set by the Bank of Russia at the level 
of 32.6587 RUB, on 31.12.2014 it reached 56.2584 RUB, increasing by 23.5997 RUB per 1 USD, or by 72.26%. 
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However, the official exchange rate of the USD against the RUB reached its maximum value on 18.12.2014, 
amounting to 67.7851 RUB, which is 35.1264 RUB or 107.56% more than on 01.01.2014. 
After some strengthening in the third week of December 2014, the rouble resumed its decline at the beginning of 
the first quarter of 2015 reaching the level of 69.6640 RUB per 1 USD on 02.03.2015. The value exceeded the absolute 
maximum of 2014 (67.7851) by 1.8789 RUB or by 2.77%, and the value registered, at 56.2376 RUB on 01.01.2015, 
by 13.4264 roubles or by 23 87%. Thereafter, February and March 2015 were marked by a gradual strengthening of 
the rouble that reached the level of 57.6500 RUB per 1 USD by 01.04.2015. 
Among the main causes of the currency crisis that broke out in Russia at the turn of 2014 - 2015, the following 
should be mentioned: slowdown in the economic growth in Russia, two-fold drop in oil prices, as well as speculative 
attacks on the rouble amidst the geopolitical events connected to Ukraine. 
Prevention of the currency crisis, in fact, means to ensure the stability of the national currency, which is part of the 
main objectives of the Central Bank of any state. In particular, according to Article 3 of the Federal Law No. 86-FZ 
«On the Central Bank of the Russian Federation (Bank of Russia)» as of July 10, 2002, the first objective of the Bank 
of Russia is to protect and ensure the stability of the rouble. Thus, the interpretation of national currency stability 
requires special attention. 
The stability of the national currency, as the two sides of the coin, is determined by its internal and external stability. 
The concept of domestic economic stability of the national currency is identified with the stability of the price level 
in the economy, which is characterized by inflation rates and determines the purchasing power of the currency. The 
concept of external stability is not straightforward, especially in the system of flexible exchange rates. However, the 
interpretation difficulties may be avoided by determining the external stability of the currency as the stability of its 
purchasing power. In conformity with this, the dynamics of the exchange rate should be appropriate to the magnitude 
of so-called purchasing power parity of the national currency in relation to foreign countries (V.V. Pshenichnikov, 
2010). 
A declining nominal (exchange) rate reflects its external impairment, i.e. depreciation against another currency 
(usually the US dollar). Impairment is determined by the internal inflation rate in the country. These two parameters 
of the exchange rate at a reasonable monetary policy must always be considered in conjunction. If neglect, for example, 
an increase in domestic prices, the situation similar to the one of the 1998 crisis will arise. The inflation rate was not 
taken into account in the rouble exchange rate within the corridor which resulted in the accumulation of the powerful 
potential devaluation and subsequent sharp depreciation of the rouble. 
2. Consequences of the currency crisis for Russia’s economy  
 
After a more or less significant depreciation of the national currency, exports increases and imports declines under 
otherwise equal conditions. This is a universal law. Something similar is likely to happen in today’s Russia after 
another devaluation of the rouble. As the result, competitiveness of exporters and producers of goods for the domestic 
market will improve, though such an improvement will have nothing to do with the efforts of those who will use it. 
What happens next? It is likely that in the next 2-3 years the economy will accelerate, mainly due to the displacement 
of regular imports. The price of such "success" will be unacceptably high as spike in inflation due to rising import 
prices is almost inevitable. It is fraught with the launch of devaluation - inflation – devaluation spiral, which could 
negate the long-term macroeconomic efforts. Moreover, a large one-time devaluation will again plunge the country 
into the abyss of total protection, i.e. the domestic market will be fully protected indiscriminately, and it will fix 
primitive structure of exports and production. Temporary enrichment of fuel and commodity companies without 
improving the situation for manufacturers of finished products may happen with more or less stable prices. Though, 
as the natural rent is not withdrawn to support them, a growth in their exports to foreign markets should not be 
expected. The deterioration of manufacturers and exporters of high technology products is very likely to go up sharply 
since the import of production resources that have no domestic counterparts. Therefore a considerable gap between 
the exports (not diversified) sector and the rest of the economy will increase. 
The index of the real exchange rate is influenced by a wide range of factors. Some of these factors characterize the 
efficiency of the economy (the value of exports and imports, capital flows out and to the), and they should be 
considered as internal factors. Another part (prices on world commodity markets, interest rates on international 
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financial markets, etc.) can be defined as objective external conditions. At last, measures of the monetary authorities 
aimed at correcting the exchange rate (foreign exchange intervention, interest rate policy, the formation of the 
particular stabilization fund and others) are added to the factors mentioned above. 
Price competitiveness, which is usually based on undervaluation of relative prices, is an important supposition for 
the growth of a developing economy. Relatively low prices stimulate a growth in demand for domestic goods 
compared to imported products, making exports more profitable, while being the foundation for low labour costs. All 
these factors together create conditions for the increase in domestic and external demand, hereby ensuring high rates 
of the economic growth. 
 Price ratios in absolute (obtained by direct comparison of prices for goods) or in relative (obtained by indexing to 
price changes) expressions in the context of various commodity groups and based on cross-country comparisons 
become indicators of price competitiveness. (Table 1.) (Database of the Central Bank of Russia, 2015). 
The nominal exchange rate is the most important regulator of relative prices. Affecting it, the monetary authorities 
may provide conditions for the resources reallocation among sectors. However, maintaining an undervalued rate is 
only possible for the short term. Monetary authorities may impose a demand for the currency at a specified rate, while 
the supply of foreign currency on the exchange rate and, consequently, the adequacy or surplus money supply 
generated in relation to the demand for the rouble remains uncertain, causing uncertainty of inflationary consequences.  
 
Table 1. Inflation growth over the period from the beginning of the year due to price changes 
by groups of goods and services (percentage points). 
 
 Food 
products 1 
Non-food 
products 
Fruit and 
vegetable 
products 
Inflation for 
the period 
 
Core 
inflation 
Paid 
services 
Headline 
inflation 2 
2014  
January 
February 
March 
April  
May  
June  
July  
August  
September  
October  
November  
December  
0.2 
0.4 
0.8 
1.2 
1.7 
2.1 
2.4 
2.7 
3.2 
3.5 
4.0 
4.8 
0.1 
0.3 
0.5 
0.8 
0.9 
1.1 
1.2 
1.4 
1.6 
1.9 
2.1 
3.0 
0.1 
0.2 
0.4 
0.5 
0.7 
1 
1.3 
1.5 
1.6 
1.8 
2.1 
2.7 
0.2 
0.4 
0.6 
0.7 
0.8 
0.7 
0.4 
-0.1 
-0.1 
0.0 
0.3 
0.8 
0.6 
1.3 
2.3 
3.2 
4.2 
4.8 
5.3 
5.6 
6.3 
7.1 
8.5 
11.4 
0.3 
0.7 
1.4 
2.1 
2.8 
3.4 
4.0 
4.5 
5.2 
5.9 
6.8 
9.0 
0.3 
0.6 
0.9 
1.2 
1.4 
1.4 
1.4 
1.1 
1.1 
1.2 
1.7 
2.4 
2015  
January  
February  
1.2 
2.2 
1.2 
2 
0.6 
0.8 
0.9 
1.2 
3.9 
6.2 
2.6 
4.3 
1.3 
1.8 
1 Excluding fruit and vegetable products  
2 The increase in prices for goods and services not included in the calculation of core CPI 
 
Under these circumstances, monetary policy aimed at maintaining price competitiveness, can only be of short-term 
nature. With the alignment of relative prices, the influence of other regulatory measures of relative prices increases 
from both the government (e.g. customs duties, taxes, etc.), and the central bank (regulation of borrowing costs). The 
effectiveness of the conservation policy for undervalued price level depends on the creation of new capacities in the 
period of high price competitiveness.  
Price competitiveness in Russia is connected with the low cost of services, regulated by the state. The delay of 
regulated prices and the need for the further convergence of their level with the world level create additional 
inflationary pressure. With the convergence of prices of basic commodities to the world level, this pressure causes an 
additional inflation risk in general. The slowdown in the prices growth in the sector of convenience goods leads to 
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wages growth rate reduction in the sector. Moreover, companies try to keep the profitability growth by reducing the 
number of employees. The rising cost of the service sector, not associated with an increase in the output, leads to the 
faster revenue growth in this sector and creates opportunities for outstripping wage growth. Reallocation of resources 
results in the faster growth of wages relatively to a raise of labour performance in the economy. Meanwhile, increasing 
payments entail the demand for tradable goods, which accounted for imports to a greater extent. Thus, in the lacking 
growth in relative labour productivity in the tradable sector compared to non-tradable sector, the poise of trade balance 
is gradually restoring, hereby undermining the foundations of the nominal appreciation. 
One of the distinctive features of Russia is a high proportion of services consumption, tariffs for state regulation, 
the total amount of services consumed by the public. Considering these conditions, the inflationary impact of 
monopoly prices growing faster than real incomes could have a negative impact not only on inflation, but also on the 
demand of the population. 
At a low real exchange rate of the national currency, the import substitution in industries such as machinery, 
chemical, light industry, food industry and others, makes it possible to use periods of high prices for imported goods 
to boost the production output in these industries. In such periods of increased competitiveness of domestic products, 
the development of import-substituting industries should be additionally encouraged, and also conditions for attracting 
investments in the formation of companies whose products will be able to compete with imports in a less favourable 
environment are to be created.  
One of the additional indicators that characterize the influence of the real exchange rate on the state of the domestic 
production is the connection of dynamics of the real effective exchange rate and producer prices. Unstable or negative 
correlation with the rate of price indices can be estimated as the increased competition from cheaper imports. If the 
link between price indices and real exchange rate is stable and positive, the domestic production successfully adapts 
to the exchange rate growth. 
According to the survey of 1997-2004 years conducted by the Central Bank of Russia, the effect of the real 
exchange rate on the dynamics of producer price index varies according to an industry. (Table 2) (A.V. Ulyukaev, 
2008). 
 
Table 2. Elasticity of producer prices by the real effective exchange rate of the rouble. 
 
Industry Short-term impact Long-term impact 
Iron and steel  
Chemical and petrochemical 
Mechanical engineering 
Timber, wood processing and pulp 
and paper industry 
Light industry 
Food industry  
Not detected  
 
+  
 
Not detected  
 
-  
 
 
Not detected  
 
-  
+  
 
+  
 
-  
 
-  
 
 
Not detected  
 
-  
 
The analysis involved six industries. For three of them (chemical and petrochemical, timber and wood processing, 
food industry) short-term (which manifests itself within one quarter) and long-term (manifested within a half years 
old) components of changes in producer prices were determined. A short-term component for the steel industry was 
not found, and for the light industry the effect of exchange rate changes in producer prices was impossible to 
determine. The positive correlation between the prices and the exchange rate was found for the iron and steel industry, 
as well as for the chemical and petrochemical industry. The negative correlation was determined for mechanical 
engineering, timber and wood processing, as well as for food industries, which demonstrates price competition from 
imports. 
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3. Received results 
 
In general, the results indicate the imported goods are not close substitutes for domestic goods in the same industry. 
In addition to the factors mentioned above, the following mechanism can provide further explanation of the results: 
the decline in producer prices in a particular industry under the influence of import competition increases the 
competitiveness of Russian enterprises not only in this particular industry, but also in all sectors that use its products, 
by reducing the costs of these industries. 
We cannot exclude a possibility that the rouble has a negative impact on the competitiveness of the Russian industry 
at some stage, namely when the decline in prices after the cost reduction of imports leads to an excessive fall in the 
production profitability. The analysis of data on assets and products profitability showed that in recent years the 
profitability of the industry has been growing in the vast majority of industries, with the exception of machinery and 
metal (especially in the production of motor vehicles, trailers and semi-trailers, where the profitability of production 
decreased for the second year in a row). Consequently, there is no reason to believe that the Russian economy has 
come to the stage when the supply is limited by the fall in producer prices. 
Strengthening the rouble reduces the purchasing power of exporters in the domestic market and impairs the 
competitiveness of non-oil exports. The value of exports of machinery and equipment remained at a low level, not 
allowing compensating the negative impact of falling oil prices. 
Strengthening the rouble increases the attractiveness of imported goods for Russian consumers. A weak growth in 
the dollar price for imported goods amidst the nominal appreciation and preservation of high inflation leads to lower 
competitiveness of domestic goods and services in the domestic market. The domestic business is not currently ready 
for non-price competition, which may lead to the intensive substitution of domestic products with imported ones, 
which is clearly seen on the dynamics of  the domestic car production and import of new cars. 
Besides, strengthening the rouble has a positive impact on the increase in imports of advanced equipment that 
improves performance of the economy and the return on investment, and enhances the selection of more efficient 
domestic producers. We cannot ignore the increase in attractiveness of the domestic market for domestic exporters of 
raw materials due to strengthening the rouble and the convergence of international and domestic prices.  
 
4. Perspective directions of the Russian rouble stabilization 
 
A necessary condition for the normal development of the Russian economy is the stability of the rouble, as it 
reduces inflation expectations and increases the confidence of the Russian citizens in the government and the banks, 
and helps to increase contributions. Without the trust, the authorities' efforts to improve the economic situation is 
doomed to failure. 
Monetary policy, or management of the nominal exchange rate remains one of the main tools of macroeconomic 
stability, reduction of interest rates in the domestic market, and attraction of investment (Table 3) (Database of the 
Central Bank of Russia, 2015).  
 
Table 3. Dynamics of key rate of Bank of Russia (percentage points). 
 
Fixing date Key rate Interest rate 
16.03.2015 
02.02.2015 
16.12.2014 
01.11.2014 
28.07.2014 
28.04.2014 
04.04.2014 
03.03.2014 
11.06.2013 
16.05.2013 
03.04.2013 
14.09.2012 
14.00 
15.00 
17.00 
9.50 
8.00 
7.50 
7.00 
7.00 
5.50 
5.50 
5.50 
5.50 
 
 
 
 
8,25 
 
On September 13, 2013 the Bank of Russia under the transition to inflation targeting introduced a new 
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macroeconomic concept, a new instrument of monetary policy - the key rate of the Bank of Russia., changing the role 
of the interest rate at the same time. The key rate is the interest rate at which the Bank of Russia provides loans to 
commercial banks for the week. It is important in setting interest rates on bank loans and has an impact on inflation. 
A refinancing rate (8.25%, has not changed since 14.09.2012) is now used mainly for penalties and calculating the tax 
base for contributions. By 1 January 2016 the Bank of Russia will adjust the interest rate to a key rate level. Up to 
date, the interest rate will be of secondary importance. 
The foreign exchange market and the increase in foreign exchange reserves of the monetary authorities has long 
served as the main source of the money supply. The introduction of a floating exchange rate of the rouble in Russia 
will create the preconditions for sharp fluctuations in the exchange rate. Some Russian companies are probably not 
ready for the sharp fluctuations of the rouble, particularly due to the weak risk management policy in enterprises and 
banks and the lack of risks hedging. 
Theoretically, in order to curb inflation, the further devaluation of the rouble is possible, while the increase in 
imports (primarily investment) in terms of the payments balance will be offset by the growing influx of foreign 
investments. Moreover, the deterioration of the investment climate, caused by, for example, administrative 
intervention and increased state control over the private sector, may devalue the impact of the strong rouble on the 
investment process. 
The growth of a real effective exchange rate is accompanied by the increase in foreign investments in Russia. 
However, the tendency of non-residents to foreign investment in the Russian economy has changed over different 
periods depending on the nominal exchange rate dynamics and the investment climate in the country. 
The intensive growth in attracting loans became possible with the beginning of a long period of real rouble 
appreciation. A stable, and especially a growing rouble rate increases the profitability of foreign capital investments 
in rouble assets. This means that it will be impossible to increase the inflow of direct foreign investments only by 
means of a real growth rate of the rouble. 
Taking into account the structure of Russia's foreign trade, maintaining an undervalued rouble does not guarantee 
the growth in the balance of trade and services. Alternative approaches, namely strategic trade policy, tax policy, etc. 
are becoming more important to maintain the competitiveness of Russian producers.  
It is considered that when returning to the mandatory sale of export proceeds in order to smooth sharp fluctuations 
of the rouble exchange rate, all currency will leave Russia to offshore zones. Judging by the experience, the unofficial 
capital outflow from Russia decreased by 9.5 bn. USD. i.e. by 36  (Greenberg RS, 2003) after the rate grew from 50 
to 75 in 1999. The currency exchange regulation should also be supplemented by the control of financial transactions 
in order to prevent tax evasion, measures against money "laundering", and illegal transactions. This involves the 
creation of flows information systems. One of the areas of such a control is monitoring the financial attraction of 
foreign currency loans from non-residents, the analysis of their impact on the financial market, restricting the flow of 
funds of dubious origin in order to legalize them. 
A vital measure nowadays is not to abolish exchange restrictions and currency exchange regulations, but the 
improvement of the investment climate and attraction of direct foreign investments for the renewal of fixed assets and 
the development of knowledge-intensive industries. However, portfolio investments, especially speculative ones, 
require reasonable restrictions. The practice of restricting the inflow of the speculative capital tax on the interest 
income from certain securities for non-residents is applied in Western Europe. This experience is useful for Russia, 
where approval procedures may be applied when buying certain securities by non-residents, depending on their 
maturity or yield. 
 
5. Areas for further research  
 
In order to achieve the stability of the Russian rouble and reduce volatility of its exchange rate, it is necessary to 
find ways to solve the following problems: 
1) Imbalance in the economy of developing countries, including Russia, as a result of expansionary monetary and 
fiscal policies; 
2) Low effectiveness of control over the activities of credit institutions 
3) Asymmetric of information available to lenders and borrowers 
Inadequacy of monetary and financial policies of developing countries – is the most common explanation of 
currency crises (V.V. Pshenichnikov, 2009). However, this point of view is not able to fully explain the massive influx 
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of capital to a particular country, as monetary indicators of the economy are well known to investors. 
The lack of the proper banking control in developing countries is a common explanation for a currency crisis. It is 
believed that under the conditions of rapid capital market liberalization, developing countries have failed to prepare 
qualified bank staff capable of analysing financial risks. In its turn, the foreign exchange authorities did not provide 
the effective control over the state of the banking system, which determined its weakness (V.V. Pshenichnikov, 2013). 
Under such circumstances, the speculative attack on the currency has every chance to succeed. However, the inflow-
outflow of foreign capital is not the cause, but a symptom of currency crises. 
The thesis on asymmetric information available for lenders and borrowers, is intended to explain the currency crisis 
by mistakes of both parties. It is assumed that managers of credit institutions always have less information about the 
investments than borrowers. Therefore, it is difficult for managers to fully assess the risk when providing a loan. There 
are usually three groups of problems arising from asymmetric information: negative selection; moral risk; and crowd 
behaviour. Russian national peculiarities of doing business also require a separate study on the nature of the latter. 
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